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As we enter the twenty-first century, the marketing func-
tion remains concerned with serving customers and con-
sumers effectively. The authors propose that just as the
mar keting function gradually shifted frommass marketing
to segmented marketing in the twentieth century, it will in-
creasingly movetoward customer-centric marketinginthe
next century. In the practice of customer-centric market-
ing, the marketing function seeks to fulfill the needs and
wants of each individual customer. The antecedents of
customer-centric marketing aretheincreasing pressureon
firms to improve marketing productivity, increasing mar-
ket diversity in household and business markets, and tech-
nology applicability. On the basis of the shift toward
customer-centric marketing, the authors expect increased
importance of marketing asa* supply management” func-
tion, customer outsourcing, cocreation marketing, fixed-
cost marketing, and customer-centric organizations. This
article highlights the implications of customer-centric
marketing as well asthe boundary conditions that will af-
fect its adoption.

The marketing function has undergone dramatic shifts
in the past 50 years. Mass marketing came into vogue in
the United States after World War 1. Firms had access to
mass production technology, better transportation and
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communication facilities, greater financial resources, and
more sophisticated human resources management (cf.
Carson 1967; Mallen 1975). Customers had many unmet
needsand were satisfied with standardized productsat rea-
sonable prices. Competition intensified as regiona and
local marketersbecamefully integrated into aunified mar-
ket system. After the shortages of World War 11, mass pro-
duction coupled with mass distribution and communica-
tion created a mass consumption society, and the focus of
marketing activities was on promoting, pricing, and dis-
tributing products for the mass market. The emphasiswas
on products rather than on markets, leading companiesto
adopt organi zational formscentered on products(cf. Sloan
1963).

As more firms entered the market, the resulting in-
crease in product variety rendered mass-market tech-
niqueslesseffective. Gradually, firms started paying more
attention to markets rather than products (Figure 1). This
shift in the marketing discipline occurred primarily in the
1950s when the marketing concept was first recognized.
McKitterick (1957), Borch (1957), and Keith (1960)
articulated the tenets of the marketing concept that were
popularized by Kotler (1967) and soon widely adopted.

With anincreasing emphasis on markets, segmentation
was a logical destination. The earliest references to seg-
mentation were from Smith (1956), who suggested a
rational and more preci se adjustment of productsand mar-
keting efforts to consumer or user requirements through
segmentation. Therewas an explicit recognition of severa
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demand schedules, whereas only one was recognized
before.

The shift from a product orientation to the marketing
concept led to many changes in marketing thought and
practice. In the organizational context, marketing-thought
|eadersdevel oped the concept of market orientation (Kohli
and Jaworski 1990; Narver and Slater 1990). They sug-
gested that organizations should focus on the markets that
they serve. In practice, firms organized around markets
and segments, that is, created segment-based organiza-
tions. For example, AT& T divided its marketing depart-
ment into groups dedicated to household and business
marketswith subsequent subdivisionswithin each market,
while IBM organized itself into vertical industry-based
groups. With increased competition, marketers started
defining smaller and smaller segments, including niche
segments. The manifestation of this phenomenon was a
proliferation of brandsand channels.

As we enter the new millennium, we propose that the
confluence of demographic and technological factors as
well as dissatisfaction with existing marketing productiv-
ity will lead to the widespread adoption of customer-
centric marketing in place of product- and segment-centric
marketing asaway to effectively and efficiently servecus-
tomers and consumersin the twenty-first century.

Marketers must understand the factors driving the
growth of customer-centric marketing as well as the

consequences of customer-centric marketing, since the
essence of marketing is to anticipate the behavior of cus-
tomersand competitors. Such “ anticipatory management”
can give organizations a competitive advantage (Ashley
and Morrison 1997). Trends that are anticipated can be
planned for, and competitive advantage accrues to firms
that do so better and earlier than their competitors. Compa-
nies that adopt customer-centric marketing earlier and
more aggressively than their competition are likely to
enjoy asustainable advantage.

The purpose of this article is to examine the antece-
dents, consequences, and boundary conditions associated
with customer-centric marketing. The next section dis-
cusses the meaning of customer-centric marketing and
why it should be regarded as the natural progression of
marketing practice. Subseguent sections discuss the ante-
cedents, consequences, and boundary conditions of
customer-centric marketing. The final section discusses
the implications of customer-centric orientation for the
marketing function.

WHAT IS CUSTOMER-
CENTRIC MARKETING?

Customer-centric marketing emphasizes understand-
ing and satisfying the needs, wants, and resources of indi-
vidual consumersand customersrather than those of mass
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FIGURE 2
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markets or market segments. In customer-centric market-
ing, marketers assess each customer individually and
make a determination of whether to serve that customer
directly or viaathird party. Also, customer-centric market-
ers determine whether to create an offering that custom-
izes the product and/or some other element(s) of the mar-
keting mix or standardize the offering. Their actions are
guided by analysis that seeks to maximize the “ effective
efficiency” of marketing actions(Sheth and Sisodia1995).
Efficiency entails cost-benefit analysis and seeksto maxi-
mize the output-to-input ratio of the marketing function
for individual customers. Effectiveness entails the
enhancement of customer loyalty and “share of wallet.”
The objective of customer-centric marketing is to maxi-
mize both efficiency and effectiveness simultaneously at a
customer level.

Customer-centric marketing i sdistinct from one-to-one
as well as relationship marketing. Several authors have
recently suggested that firms practice one-to-one market-
ing through the use of mass customization (Gilmore and
Pine 1997; Peppers and Rogers 1993; Peppers, Rogers,
and Dorf 1999; Pine, Victor, and Boynton 1993). One-to-
one marketing focuses on the adaptation of product or
offering, that is, product-centric approach, and makes the

product the starting point of planning process. In contrast,
customer-centric marketing focuses on the needs, wants,
and resources of customers as the starting point of the
planning process.

It is important to draw a clear distinction between
customer-centric marketing and relationship marketing.
For the practice of effective relationship marketing, a
customer-centric focus will need to emerge. The converse
isgenerally not true as customer-centric marketing may be
practiced without relationship marketing. Transactional
customer-centric marketing occurs often in direct market-
ing situations wherein the level of customer involvement
and interest in an interactive relationship is low. Also, as
we will discuss later, customer-centric marketing may
lead to the outsourcing of customers.

A FRAMEWORK FOR ANALYZING
CUSTOMER-CENTRIC MARKETING

In Figure 2, we present aframework that explicatesthe
antecedents, consequences, and boundary conditions of
customer-centric marketing. We propose that there are
three underlying reasons for the growth of customer-
centric marketing. The first reason is that concerns about
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the efficiency and effectiveness of marketing activitiesare
high among senior management. Customer-centric mar-
keting enhances productivity by focusing on profitable
customers and reducing the subsidization of unprofitable
customers. Second, market diversity in both business and
household markets is increasing the variance in the needs
and wants of markets. Finally, powerful and affordable
new technologies allow marketersto better meet the needs
of individual customers.

The growth of customer-centric marketing will lead to
nonintuitive consequences. First, whereastraditional mar-
keting has been concerned with demand management,
customer-centric marketing will lead the marketing func-
tion toward supply management. Second, traditional mar-
keting practices emphasize the acquisition of customers,
while in contrast, customer-centric marketing will lead
firms toward outsourcing a subset of customers. Third,
whereastraditional firmsand customersareinstitutionally
separate with little interaction, customer-centric market-
ing will lead to customers and firms cocreating products,
pricing, and distribution. Fourth, customer-centric mar-
keting costs will be more fixed costs and less variable
costs. Finally, the vocabulary, metrics, and organizations
will evolve toward a customer focus rather than a product
focus or segment focus. For example, Procter & Gamble
renamed its channel sales organization as* customer busi-
ness development” in early 1999. The following sections
discuss these aspects in depth and develop research
propositions.

ANTECEDENTS OF
CUSTOMER-CENTRIC MARKETING

Marketing Productivity Problems

Senior management’s long-standing concerns regard-
ing marketing productivity are reflected in Webster's
(1980) research on CEOs' views of the marketing func-
tion. CEOswere concerned about the diminishing produc-
tivity of marketing expenditures, had apoor understanding
of the financia implications of marketing actions, and ob-
served alack of innovation and entrepreneuria thinking.

The major issue is one of marketing productivity.
Marketing needs a better method of making
cost/benefit analysis on marketing expenditures—
to make good, intelligent choices on how to get the
most out of our marketing dollars, including market-
ing support, not just research on new products, me-
dia, et cetera. The concern is that while costs are
rising, marketing isnot finding new waystoimprove
marketing efficiency. (Webster 1980:8)

Twenty years |ater, these concerns are still paramount
for marketers. Nonmarketing functions have achieved

WINTER 2000

substantial productivity improvementsin the last few dec-
ades. For example, manufacturing and operations have be-
comesubstantially moreefficient and effectivethrough six
sigma, zero-defect processes, automation, the use of just-
in-time approaches, product redesign for assembly and
manufacture, and flexible manufacturing systems. Man-
agement (defined here to include finance, accounting, hu-
man resources, and support functions such as legal
departments, I T, aswell as R& D) hasraised its efficiency
through downsizing, rightsizing, outsourcing, and busi-
nessprocessreengineering. Theimproving productivity of
nonmarketing functions has increased the sensitivity of
senior managers regarding marketing productivity. Also,
major consulting firms such as Booz Allen & Hamilton
and McKinsey have produced research studies that docu-
ment declining marketing productivity (Mitchell 1994).

Marketing productivity aswedefineitincludesboth the
dimensions of efficiency (doing things right) as well as
effectiveness (doing the right things), asdepicted in Figure 3
(Sheth and Sisodia 1995). Ideally, the marketing function
should generate loyal and committed customers at low
cost. Often, however, companies either create loyal cus-
tomers at unacceptably high cost, asisthe case with many
loyalty and direct sales programs, or they alienate custom-
ersintheir search for marketing efficiencies(e.g., telemar-
keting with $40 to $60 hillion a year in estimated con-
sumer fraud). In too many instances, they achieve neither
loyalty nor low costs, aswith most consumer couponing.

Asstated earlier, marketing needsto pursuetheideal of
effective efficiency in al of its programs and processes.
Mass marketing was both effective and efficient compared
with local marketing but becameless sowith evolving cus-
tomer heterogeneity and better approaches for targeting.
Similar pressures are expected to enhance the practice of
customer-centric marketing.

Proposition 1: Inanindustry with|ow marketing produc-
tivity, there will be a greater impetus to practice
customer-centric marketing when compared with an
industry with high marketing productivity.

Market Diversity

Market diversity isincreasing in both businessand con-
sumer markets (Sheth, Mittal, and Newman 1999; Sheth
and Sisodia 1999b). This diversity is generating market
fragmentati on and consequently mass market and segment
marketing will becomeless effective and efficient.

Business Markets

In business markets, diversity isincreasing dueto size,
locations, and type of business. Regarding size, small busi-
nesses dominate, and in 1996, there were 5.48 million
businesses in the United States, of which only 91,000 had
more than 100 employees and 15,600 had more than 500
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FIGURE 3
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SOURCE: Adapted from Sheth and Sisodia (1995). Reprinted by permission.

employees (U.S. Bureau of the Census 1997). In the last
decade, business markets have been pulled in two opposite
directions. On one hand, there has been a growth in very
large businesses, in part through megamergers (e.g., Time
Warner, Bank of America, Daimler-Chryder). On the
other hand, small businesses with less than six employees
have grown rapidly and are responsible for the majority of
employment growth in the nineties.

Locational diversity isanother important issue in busi-
ness markets. There has been a growth in the global busi-
ness of large firms and at the same time a growth in home
businesses. While small businesses with less than 50
employees predominantly operate from a single location,
large businesses with more than 500 employees operate
out of an average of 54 locations each (U.S. Bureau of the
Census 1992). The third facet of diversity concerns the
typeof business. Inthelast decade, therehasbeen adispro-
portionately large increase in nonmanufacturing firms.
While manufacturing firms increased by 60,000 between
1992 and 1997, service firmsincreased by 272,596 (U.S.
Bureau of the Census 1997). Similarly, service industries
created 6.8 million new jobs when compared to manufac-
turing, which created 1.5 million jobs.

These differencesin size, location, and type of compa-
nieshaveledtoahighlevel of diversity intheneeds, wants,

and resources (capital, human resources) of business cus-
tomers. Business marketers to some extent are already
addressing this diversity. For example, on the basis of the
buying behavior of business customers, alarge firm may
use el ectronic commerce, direct mail, inbound tel emarket-
ing, outbound telemarketing, product specialist sales
force, national account management teams, and global
account management teams. In fact, most businesses
develop special programs (including products, services,
and marketing activities) for their large business custom-
ers (Sharma 1997).

Household Markets

The post—-World War Il consumer wastypically part of
amiddle-class family with one wage earner and a home-
maker with two or three children. A high percentage of
purchases were made by householdsin the 18- to 34-year-
old age-group. Since then, demographic patterns have
shifted dramatically, leading to market diversity in terms
of the needs and wants as well as resources (financial,
expertise, and time).

Four major demographic variables are increasing the
variance in consumers’ needs, wants, and resources: life-
style diversity, ethnic diversity, income diversity, and age
diversity.
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Lifestylediversity. Thetraditional family (breadwinner,
homemaker, and children) isasmall minority today. A rea-
son is the increase in the proportion of working-women
households. There has been adramatic shift in the propor-
tion of working women, and full-time working women
will riseto 70 percent of all women above the age of 18 by
2000, making households more wealthy but time-poor.
According totheBureau of Labor Statistics, between 1996
and 1997, the number of dual-worker families rose by
352,000, while the number of traditional families—in
which only the husband was employed—declined by
145,000. About 72 percent of al married mothers and 75
percent of unmarried mothers worked full-time in 1997.
Even among mothers with children younger than 1 year
old, 58 percent worked or were looking for work in 1997.
As aresult of these developments, there will be a greater
emphasis on time and place convenience, which will lead
to time shifts and the outsourcing of home activities such
as cooking, cleaning, and child care by busy households
(Sheth and Sisodia 1999a).

Ethnic diversity. The United States is rapidly moving
toward ethnic pluralism, as some minority groups grow
rapidly (Cory 1995). The proportion of African Americans
in the populationisrising very slowly; it was 11.7 percent
in 1918 and is projected to rise to 12.8 percent in the year
2000. On the other hand, Hispanics were 9 percent of the
population in 1990 and are projected to be 11.2 percent in
the year 2000, rising to almost a quarter of the population
by the year 2050 (Cory 1995). The Asian population has
also been growing at arate faster than the White magjority.
Already, 29 percent of the workforce is some kind of mi-
nority. Onethird of al childrenintheUnited Statesin 1995
were Asian, African American, or Hispanic (Francese
1995). This increase in minority populations will greatly
raise the diversity in demand.

Income diversity. American society isincreasingly po-
larizedintermsof incomelevels. Incomediversity isrising
with the decline of the middle class and the rise of the &f-
fluent and the “new poor.” The affluent class now repre-
sents more than 35 million households out of 110 million.
Purchases of luxury goods and services are growing at
about four times the rate of overall spending. The middle
60 percent of households contributed 52 percent of aggre-
gate household incomein 1973, asharethat declined to 48
percent by 1995. During the same period, the share of in-
come of thetop 20 percent rose from 44 percent to 48 per-
cent. Thus, thetop 20 percent of U.S. householdsnow earn
the same as the middle 60 percent, while the bottom 20
percent earns only 4 percent of total household income
(Francese 1995). Asaresult of such polarization, we have
seen simultaneous growth at the extremes: more premium
products(e.g., superluxury cars) aswell asmore economi-
cal ones (e.g., small basic cars).

WINTER 2000

Age diversity. Today, there are five adult generations
coexisting and coliving for the first time: prewar (before
1914 birth date), silent majority (1914-1946), baby boom-
ers (1946-1964), generation X (1964-1980), and genera-
tion'Y (born after 1980). Thishascreated hugediversity in
demand. For example, baby boomers are typically dua
earners for whom time and convenience are very impor-
tant. In contrast, the needs and wants of older-generation
Americans focus toward health, wealth, safety-security,
and recrestion.

Demographic diversity in business and household mar-
ketshasled toahigh level of diversity in needs, wants, and
resources. The same diversity has also led to wide varia-
tionsintheavailability of time, expertise, and monetary re-
sources. In addition, as the needs of household markets
become more diverse, the derived demand—that is, the
needs of business organizations serving those house-
holds—will further diversify. We hypothesize that as di-
versity in business and household markets increase,
marketers will individualize offerings for more smaller
customersif it is cost-effective, that is, increase customer-
centric marketing. Therefore,

Proposition 2: In an industry with high market diversity,
therewill be agreater impetusto practice customer-
centric marketing when compared with an industry
with low market diversity.

Technology Applicability

Certain industries can apply technologies to their
processes better than other industries. For example, tech-
nology is used extensively in financial institutions but
infrequently at hair salons. Theapplicability of technology
in industries enhances the development of customer-
centric marketing. Four characteristics of technology
applicability—affordability, versatility, capability, and
scalability—are particularly noteworthy for a firm or
industry. Technological advances are allowing marketers
to provide unique solutions for individual customers, that
is, to practice customer-centric marketing. We discuss
technology-related advances in the three major areas of
production technol ogy, distribution technol ogy, and facili-
tation technol ogy.

Production technologies such as computer-aided
design/computer-aided manufacturing (CAD-CAM) and
databases are being used to create better and more custom-
ized products. Similarly, flexible manufacturing systems
and just-in-time production allow marketers to mass cus-
tomize productswith better quality at lower cost.

Distribution has been enhanced by the introduction of
scanners, and electronic datainterchange (EDI) combined
with better forecasting technologies allows faster replen-
ishment cycles with fewer stock-outs. In addition, firms

Downloaded from http://jam.sagepub.com at SAGE Publications on December 2, 2009


http://jam.sagepub.com

such as FedEx and UPS have all owed marketersto rapidly
deliver products at affordable prices.

The Internet has become one of the major facilitation
technologies that allows marketers to provide customized
information and complete transactions at a fraction of the
cost of other media. The Internet has certain characteris-
tics that aid customer-centric marketing. First and fore-
most, it hasthe capability of addressingindividual custom-
ersand also being responsive (Deighton 1997). Second, it
has the ability to store vast amounts of information, be
interactive, and also complete transactions (Peterson,
Balasubramanian, and Bronnenberg 1997). Finaly, the
Internet allows customersto seek unique solutionsto their
specific needs. We can aready see customer shopping
habits change dueto the I nternet; as of mid-1999, approxi-
mately 40 percent of automobile buyers perused the Inter-
net before they visited a dealer, up from 25 percent ayear
earlier.

Technological change has been extremely rapid during
the past two decades, and indications are that this rate of
changewill continue. The pricesof most information tech-
nologies will continue to come down and the capabilities
will continue to expand. Many technologies that have al-
ready been devel oped will start to haveasignificantimpact
on society (McRae 1996). Therefore,

Proposition 3: Inanindustry with high technology appli-
cability (affordability, versatility, capability, and
scalahility), there will be a greater impetusto prac-
tice customer-centric marketing when compared
with an industry with low technology applicability.

CONSEQUENCES OF
CUSTOMER-CENTRIC MARKETING

The growth of customer-centric marketing will change
thevocabulary and metricsof marketing. Asfirmspractice
customer-centric marketing, they will begin to identify
withindividual customersand marketing terminology will
increasingly be geared toward individual customers. In
addition to this focus on individual customers, we expect
other dramatic nonintuitive changes.

Marketing as “Supply Management”

Marketing management has traditionally been viewed
as demand management (cf. Kotler 1973). The focus had
been on the product, and therol e of the marketing function
was to stabilize demand through promotional sales, cou-
poning, and price adjustments to meet the product sales
goals of the organizations.

Customer-centric marketing will increasingly makethe
marketing function responsible for supply management.
The customer will be the starting point for marketing

Sheth et al. / CUSTOMER-CENTRIC MARKETING 61

activitiesfor multiple reasons. The increasing diversity in
needs, wants, and resources of businesses and households
will make customer behavior inherently less predictable
and forecasting less accurate. In such an environment,
companies that succeed will be those that can rapidly
adjust their supply to meet demand, that is, practice
demand-driven supply management (e.g., use efficient
consumer response [ECR] for supply management). For
example, airlines useyield management to optimally allo-
cate available capacity across fare classes and manage
demand to match capacity. Many airlines are now able to
dynamically manage capacity by canceling or adding
flights at short notice.

Customers will drive the exchange process. Conse-
quently, rather than trying to influence peoplein terms of
what to buy, when to buy, how muchto buy, marketing will
be more concerned with better responding to customer de-
mand. For example, the Cisco Systems web site enables
customers to order hardware and software solutions
unique to their existing and planned infrastructure.

Proposition 4: A customer-centric firmismorelikely to
practice supply management when compared with
firms that do not practice customer-centric market-
ing. Conversely, the marketing function in a firm
that does not practice customer-centric marketing is
more likely to practice “demand management”
when compared with customer-centric firms.

Outsourcing Customers

Most competitive strategy frameworks are based on
aggregate market behaviors. With better information and
accounting systems, firms are beginning to disaggregate
revenues and costs to the customer or account level. This
analysis often reveals previoudly hidden subsidies across
customers, products, and markets. Moving to a customer-
centric orientation enables a company to focus its
resources on the most profitable customers. It also makes
the company less vulnerable to focused competitors that
may seek to “cherry pick” itsmost profitable customers.

Sheth and Sisodia (1999b) depict atypical profit curve
for customers of afirm (Figure 4). When marketers use a
mass-market or even a segment-based approach, a small
group of customers typically account for alarge share of
revenues and an even greater share of profits. These cus-
tomers effectively subsidize a large number of margina
and, in many cases, unprofitable customers. The costs to
serve unprofitable customers are comparable with, and
sometimes higher than, the costs of serving the most prof-
itable customers.

Strategically, marketers have two choices regarding
unprofitable customers. The first but inferior strategy is
neglect, which leads to dissatisfied and alienated ex-
customersand undesirable publicrel ations consequences.
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The second and more appropriate strategy is the out-
sourcing of customers (Sheth and Sisodia1999b). Market-
ing has traditionally outsourced some of its functions to
third parties (e.g., distribution and advertising), but not
customers. The outsourcing of customers can take many
forms. For example, acompany may contract with an out-
side vendor to serve certain customers—achange the cus-
tomers may not even be aware of. Alternatively, a com-
pany could sell its customer base to another company for a
one-timefee or for ashare of future revenues or profits.

Fundamentally, the logic of customer outsourcing isto
make unprofitable customers profitable by making them a
part of another company’s more favorable cost structure.
For example, a local telecommunications company that
provides a bundle of services to customers is likely to
make more profit on alow-volumelong-distance customer
than acompany that only sellsthat customer long-distance
service. The key is to identify competitor-partners for
whom the outsourced customers could become part of a
broader one-stop-shopping strategy.

Proposition 5: A customer-centric firmismorelikely to
outsource customerswhen compared with firmsthat
do not practice customer-centric marketing. Con-
versely, a firm that does not practice customer-
centric marketingismorelikely to subsidize unprof-
itable customers when compared with customer-
centric firms.

Cocreation Marketing

With an increase in customer-centric marketing, cus-
tomers will have an increasing role in the fulfillment
process, leading to “cocreation marketing.” Cocreation
marketing involves both the marketers and the customer
who interact in aspects of the design, production, and con-
sumption of the product or service. We seethis processin
services (e.g., hairstyling) but will increasingly seeit for
physical products. For example, in coming years, Genera
Motors plansto allow customersto customize an automo-
bile that will be manufactured to their specifications. The
key aspect of cocreation marketing is customer-firminter-
action, and the Internet isakey platform.

The extent of cocreation marketing depends on how
much customer knowledge a company is able to accumu-
late and use. Cocreation marketing enables and empowers
customersto aid in product creation (e.g., Gateway com-
puters), pricing (e.g., priceline.com), distribution and ful-
fillment (e.g., GAP store or GAP online delivered to the
house), and communication (e-mail systems). Cocreation
marketing can enhance customer loyalty and reduce the
cost of doing business.

The United States is moving toward a 24-7 (i.e., 24
hours aday, 7 days aweek) economy in which customers
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FIGURE 4
Profitability of Customers
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refuse to be held hostage by time and place. In customer
service, thishasresulted in avariety of mechanismsto en-
able customers to serve themselves at their own conven-
ience, through the use of intelligent automated support
systemssuch asautomated teller machines(ATMs). ATMs
reduce the cost of transactions and enhance customer loy-
alty by providing the service customersrequire at thetime
that they require. With cocreation marketing, the concepts
of collaboration, cooperation, and communication be-
come very important.

Proposition 6: A customer-centric firmismore likely to
practice cocreation marketing when compared with
firms that do not practice customer-centric market-
ing. Conversely, a firm that does not practice
customer-centric marketing is more likely to have
fewer interactions between the customer and firm,
when compared with customer-centric firms.

Fixed-Cost Marketing

Marketing has been a part of general sales and admini-
stration (GS& A) costsin income statements and has long
been treated as an expense rather than an investment. By
investing in marketing infrastructure (which can be lever-
aged across products and customers and over time), we
believe marketing can deliver better performance at lower
cost.

Fundamentally, fixed-cost marketing is about reducing
transaction costs. Marketers can reduce variable or trans-
actional costs through investment in technology. Firms
have invested heavily in technology to reduce the costs of
customer service in banking, telecommunication, and air-
line industries. For example, a teller transaction costs a
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bank $3.50, whereasan ATM transaction costsonly $1.25,
and an Internet transaction costs afraction of apenny.

In the agriculture age, most costs were variable—seed,
water, fertilizer, labor, storage, and transportation. The
only fixed asset was land, which was usually inherited. In
theindustrial age, thetotal cost of doing businessincluded
sizable fixed and variable components. This gave rise to
the economics of scale and scope; firms sought to spread
their fixed costs over alarger volume. Average costs de-
clined slowly with volume, and prevailing market prices
tended to closely track production costs. The customer-
centric marketing erawill bethe eraof extensive customer
transactions. The cost of conducting transactions will in-
creaseinitialy. In response, firmswill invest in technolo-
giesto reducetransactional costs. Asexamples, databases
and voi ce-response technol ogies have high fixed costs but
reduce transactional costs. The costs of that infrastructure
are largely invariant with respect to volume. Elements of
the infrastructure can thus be profitably shared with other
companies engaged in similar businesses or others target-
ing the same customers with complementary offerings.
Fortunately, the biggest infrastructure element today, the
Internet, already exists and requires arelatively small ex-
penditure to use. By sharing the costs, companies can de-
velopinfrastructures of virtualy unlimited capacity and ex-
tremely low unit costs. Adding additional complementary
products and services that would be of interest to the same
customer group can then leverage the marketing system.

Proposition 7: A customer-centric firm ismore likely to
practice fixed-cost marketing when compared with
firms that do not practice customer-centric market-
ing. Conversely, a firm that does not practice
customer-centric marketing is more likely to have
high variable costs when compared with customer-
centric firms.

Customer-Centric Organization

Theintegration of marketing’ssubfunctionshaslargely
been limited to the practice of integrated marketing com-
munications (IMC) in somefirms (cf. McArthur and Grif-
fin 1997). The adoption of customer-centric marketing
presents an ideal opportunity for marketing to integrate
activities around the customer. Customer-centric organi-
zations will have different methodologies, vocabulary,
metrics, and evaluation criteria. Marketing metricswill be
oriented toward share of customer, customer processes,
customer equity, and customer relationship management
rather than concepts such as market share (Deighton
1997). In customer-centric organizations, the emphasis
will beonthefull integration of all customer-facing activi-
ties by better aligning all firm activities around customer
value-adding activities.
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Customer-centric organizations will not only integrate
sales, marketing, and customer service function but also
nonmarketing functions. Through the use of technology,
all elements can get highly integrated around individual
customers. This shift is already taking place in business-
to-business marketing, through the key accounts system
that includes sales, marketing, customer service, financial,
and production functions. Similarly, current sales force
automation (SFA) systems allow sales to be tightly inte-
grated with production. This integration will continue
across geographical boundaries (to match customers),
within the marketing function, as well as across different
functions.

Proposition 8: A firm that practices customer-centric
marketing is more likely to integrate marketing and
nonmarketing functions when compared with firms
that do not practice customer-centric marketing.
Conversely, afirm that does not practice customer-
centric marketing is more likely to have functional
silos when compared with firms that practice
customer-centric marketing.

BOUNDARY CONDITIONS

We believe that a broad evolution toward customer-
centric marketing isinevitable. However, there are severa
external or exogenous factorsthat may enhance or restrict
the growth of customer-centric marketing in particular
situations. These factors—public policy, corporate cul-
ture, industry structure, and scope economies—are dis-
cussed next.

Public Policy

Public policy, especialy in the United States, has been
instrumental in the extremely rapid recent growth of the
Internet. The U.S. government reduced the cost of access-
ing the Internet and has given sales on the Internet a tax
exemption. The future growth of many key technologies
will depend partly on such public policy encouragement.

There are several potential issuesthat may come under
government scrutiny. First, the use of Internet may be
regulated due to the misuse of the medium (Bloom, Milne,
and Adler 1994). For example, strict European Union
(EV) privacy policy that restricts the use of customer data
(needed to customize product and service offerings)
would hinder customer-centric marketing. Second,
customer-centric marketing may also raise antitrust con-
cernsfor avariety of reasons. Customer-centric marketing
often leads to a “voluntary” monopoly of the customer
through ahigh “share of wallet.” Closer relationships also
create entry barriers. Emerging practices such as coopera-
tion with competitors (e.g., on transaction processing
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protocols) could run afoul of antitrust laws. Third, public
policy pressures may hinder customer outsourcing in cer-
tainindustriesif firmsare held to be under an obligation to
serveall customers.

Corporate Culture

The corporate culture of afirm will greatly affect the
adoption of customer-centric marketing (cf. Christensen
1997). Firm-level factors such as dominant attributes,
leader style, and strategic emphasis will affect the adop-
tion of customer-centric thinking (cf. Deshpandé, Farley,
and Webster 1993). The first areais a dominant attribute
that may arise from the genetic foundation of the firm.
Firmsthat are engineering driven would need more impe-
tusfor converting to a customer-centric organization rela-
tive to firms that were organized for a specific customer
segment (e.g., Courtyard by Marriott for the businesstrav-
eler). Firmsthat are market driven rather than technology
driven are more likely to engage in customer outsourcing
and cocreation marketing and adopt a customer-centric
organization, while we expect no such relationship
with the adoption of supply management or fixed-cost
marketing.

The second istheleadership style. The successof firms
in the customer-centric erawill be based more on the abil-
ity of leaders to implement change more than any other
factor (Charan and Colvin 1999). Thefinal factor isastra-
tegic focus. Treacy and Wiersema (1997) have suggested
that firms have operational excellence, technology excel-
lence, or acustomer intimacy focus. Firmswith acustomer
intimacy strategic focus are more likely to practice
customer-centric marketing.

Industry Structure

Someindustrieswill be more proneto customer-centric
marketing. In industries that are mature and concentrated
(characterized by the presence of a few large firms and
many small firms), we would expect to see grester out-
sourcing of customers, more sophisticated supply chain
management, and more fixed-cost marketing systems.
Also, industries in which firms have legacy systems in
business marketing processes, systems and infrastructure
will bemorereluctant to abandon existing assets. Thisrec-
ognition hasled researchersto comment on theincreasing
stranded marketing assets of firms (Sheth and Sisodia
1997).

Industries that have high diversity in demand (e.g.,
food) and low cost of adaptation (e.g., personal comput-
ers) will beat theforefront of customer-centric marketing.
Conversely, industriesin which the cost of customer adap-
tation in production is high (e.g., basic metals) and the
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majority of customer requirements are not variable (e.g.,
rolled steel) will not see the rapid expansion of customer-
centric marketing.

In confirmation of the importance of industry struc-
tures, three sectors have been in the forefront of customer-
centric marketing—business marketing, direct marketing,
and servicesmarketing. Businessfirmsareintheforefront
of practicing customer-centric marketing because they
have asmall set of customersthat are easy to monitor and
are also individually important to the marketing firm.
Direct marketing was based on contacting and serving
individual customers, that is, customer-centric marketing.
Service firms have also been at the forefront of customer-
centric marketing due to their greater ability to customize
their offerings.

Scope Economies

To organize for customer-centric marketing, firmswill
need to define themselves as “customer speciaists.” In
addition, firms will need to enhance the scope of their
offerings, which will enable them to share their costs over
alarger assortment of products. By doing so, companies
begin to look more like “one-stop shops’ for a range of
loosely related products and services, some of which they
produce and most of which they acquire from other pro-
ducers. This requires the devel opment of core competen-
cies surrounding particular customers and customer
groups. Excellent examplesare Wal-Mart, which provides
discount merchandise, groceries, and banking service to
its customers, and AT& T, which provides local, long-
distance, wireless, cable, and Internet services to its
customers.

If anindustry exhibitsahigh level of scope economies
(firmsableto effectively and profitably engagein avariety
of related businesses), wewould strongly expect to seethe
emergence of customer-centric marketing. We would
expect to find greater investment in fixed marketing infra-
structure, especially in customer-side assets. Such compa-
nies are likely to develop strong master (or umbrella)
brandsthat they use across adiverse range of products. We
would expect to find highly sophisticated supply manage-
ment practices, sincesuch firmsarelikely to acquire many
of the productsthey provide customersfrom third parties.

CONCLUSION

On the basis of the confluence of marketing productiv-
ity concerns, market diversity, and new technologies, we
suggested in this article that marketing will gradually
move toward customer-centric marketing. The antece-
dents, consequences, as well as moderators of the growth
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of customer-centric marketing were explicated. Marketing
problems can be traced to overmarketing to certain seg-
ments (e.g., advertising, coupons, constant sales, too much
reliance oninternal salesforces, overbuilt distribution sys-
tems), and undermarketing or mismarketing to other seg-
ments. With an increase in ability to determine the profit-
ability of specific customers, marketers can better respond
to the needs of their more profitable customers.

There is an unfounded belief that being customer ori-
ented means having to spend more on marketing. We
believe that the mechanisms we have described should
improve both customer loyalty as well as marketing effi-
ciency. Companies that thrive in the future will have an
intimate understanding of their customers. The practi ce of
customer-centric marketing will be central to the achieve-
ment of effective efficiency in marketing processes.
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